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Main Sources, at Current Prices: 


——Agric.-Forestry-Fishing 
—--Manufacturing 
——-Petroleum 


Per Capita, at Current Prices ($) 


MAIN PRODUCTS & EXPORTS 
Crude Oil: Production (M 
Exports FOB (M 


Traditional Exports FOB 
——-Bananas: Production 
Exports FOB 


-——-Coffee: Production 
Exports FOB 


—-—-Cocoa: Production 
Exports FOB 


Sea Foods: Exports FOB 


year 
ending 1975 
bbls) Dec. 59 
bbls) Dec. 52 
(M$) Dec. $516 
(M $) $263 
(T mt) Dec. 2,200 
(T mt) Dec. 1,353 
(M$) Dec. $142 
Tmt) March 76 
(T mt) Dec. 62 
(M $) Dec. 
(T mt) Sep. 
(T mt) Sep. 


Tmt) April 

(T mt) Dec. 
(M$) Dec. 
(M$) Dec. 


BALANCE OF TRADE & PAYMENTS (M $) 

Exports FOB (transactions basis) 

—--U.S. Share of Export Transactions 47% 
Export Licenses Granted FOB 897 
Imports CIF (transactions basis) 910 
-——-U.S. Share of Import Transactions 42% 
Import Licenses Granted CIF 943 


New Private Investments 


20 


Overall Balance of Payments (customs data) -94 


Int. Monetary Reserves net 


Money Supply 


on Dec. 31 246 


Dec. 


1975 
796 


Dollar Quotations in Free Markets: 


—-Average for Sales 
—-Average for Purchases 


25.18 
25.40 


Consumer Price Index, Quito (1965 = 100) 250.3 
Sources: Central Bank; World Bank; U.S. Embassy estimates 


1973 1974 


1975 1976 
16 April 23 
15 April 21 

$181 May $230 

$lll May $113 
n/a 

667 May 536 

$68 Ma $59 
nfa 

12 May 15 

$11 Ma $30 
nfa 

27 May 14 

$31 Ma $19 


31 end of month shown 
1975 1976 Change 
729 April 819 


24.75 May 27.13 
24.98 May 27.45 
234.8 May 252.4 





ECUADOR 


SUMMARY : 


After a slump in 1975 caused almost entirely by problems 
in marketing oil exports, the Ecuadorean economy has 
rebounded in 1976. With oil exports flowing out quite 
steadily and rewardingly, and with import growth effect- 
ively restrained by curbs that have been in force since 
late 1975, the balance of payments has moved into a 
healthy surplus condition. Reserves of gold and foreign 
exchange have been mounting at a far higher rate than the 
Government of Ecuador (GOE) had expected at the start 

of 1976. The increase in oil export earnings as compared 
with last year has also served to reactivate the develop- 
mental programs of the numerous public and private 
entities that have an earmarked share of these oil earnings. 


The import curbs do not apply to several categories which 
are of particular interest to U.S. suppliers, namely, 
capital goods, raw materials and construction materials. 
If Ecuador's balance of payments remains in surplus as 
expected, the import curbs may be lifted in the not-too- 
distant future, possibly in early 1977. When the curbs 
are lifted there will undoubtedly be a quite sharp 
increase in Ecuador's imports. The U.S. suppliers who 
currently are being adversely affected by the import 
curbs should therefore continue to keep an eye on this 
market which, until the curbs were imposed in late 1975, 
was one of the most booming in the Western Hemisphere. 


In the face of the import curbs, and a squeeze on domestic 
credits to Ecuadorean importers, U.S. suppliers are 
finding it necessary and worthwhile to offer the most 
favorable possible financing terms. 


Ecuadorean developmental projects are offering sizeable 
potential opportunities for foreign private investors. The 
GOE has been eliminating red tape, and has a favorable 
attitude towards U.S. investors. 





CURRENT ECONOMIC SITUATION AND TRENDS 


1. Gross Domestic Product: Final official data for calendar 
year 1975 show that GDP rose by 23 percent in current prices, 
or 6.2 percent in real terms, despite a decline in output of 
Ecuador's key product, crude oil. Every sector other than 
petroleum and the still-small sector comprising electricity- 
gas-water supply scored a gain over the previous year's output. 
Both the agricultural and the industrial sectors registered 
appreciable gains, with agricultural production exceeding 
population growth (3.7 vs. 3.4 percent) for the first time in 
many years, and with a strong increase in the number of small 
industries. One of the fastest-growing sectors continued to 
be that of trade and tourism, as numerous new trading enter- 
prises were established (despite the imposition of import 
curbs in late 1975) and as hotel construction entered into an 
expansionary phase. 


GOE officials are predicting a real increase in GDP by 8 
percent in CY 1976 over 1975. This forecast seems well justified, 
in view of the considerably higher level of crude oil produc- 
tion that has already materialized in 1976 and that seems 
likely to be sustained throughout the remainder of the year. 
Agricultural production is expected to continue to increase 
at a good clip, keeping this the leading contributor to GDP 
and employment. Industrial growth appears to be accelerating 
(and may within a few years overtake agriculture as the 
leading sector). Based on Ecuador's assignments under the 
Andean Pact, within the past several months production has 
begun of watches, drills and other products in the metal- 
working category, a company has been inaugurated to establish 
the country's first steel mill, and the GOE is drawing up 
plans to develop a large petrochemicals complex over the next 
several years. Various industries not benefitting directly 





from Pact assignments are also receiving stepped-up investment 
from the GOE and/or private parties. One main area of concen- 
tration is commercial fishing: a training school was 
inaugurated in May 1976, and bids have been invited for 
construction of new fishing ports, and these steps are the 
first in a planned series to develop a fishing complex 

with an expanded and modernized fleet and storage network. 

The constraint imposed on industrial growth by inadequate 
supplies of electricity and water is being eased as major 
power and water-supply projects are proceeding towards 
completion, several in the near future. Transportation 
infrastructure is also improving, as bids have recently 

been let for expansion and modernization of several 

airports, bidding will soon be invited for supply of railways 
and rolling stock, and major inter-city road projects are 
moving off the drawing boards. 


2. Petroleum Production and Exports: Barring the unforeseen, 
oil production seems likely to be maintained at about its 


present level of 190,000 barrels per day, and exports at 
153,000 BPD, throughout 1976. After a downturn in oil 
export earnings in 1975 as compared with 1974, due toa 
protracted period when Ecuadorean oil was overpriced and 
uncompetitive in its markets, the price appears to have 
posed no problem so far this year, and even if OPEC does 
not call for further price increases by its members 
(including Ecuador), this country should earn a record- 
high $580 million or more from its oil exports this year. 
Since many GOE Ministries and agencies receive an earmarked 
share of oil earnings, the increase in these will activate 
numerous programs that lagged seriously in 1975 when the 
oil revenues plummeted. 


There continues to be very little exploration for additional 
oil deposits in Ecuador. The terms and conditions offered 
by the GOE evidently remain unattractive. 





3. Traditional Products and Exports: Owing mainly to 
the vagaries of world commodity supplies and prices, 


Ecuador's "traditional" export earnings seem headed for 
stagnation or a slight decline in 1976 despite an overall 
increase in production as compared with 1975. 


The banana crop this year is expected to be slightly 
higher than last year's, and as usual Ecuador will be 
the world's largest exporter of bananas; but Central 
American countries are regaining much of the markets 
they lost to Ecuador during recent years when their 
production was down, and Colombia has become a major 
competitor in the U.S. market, so that Ecuador's volume 
and value of exports are likely to be measurably lower 
in 1976 than last year. To improve this situation, 
Ecuadorean officials have been visiting Eastern European 
countries and others in an effort to find new buyers, 
and the GOE in June 1976 authorized the lifting of import 


curbs (advance deposits) on products imported from any 
country when the products are in exchange for banana exports. 


Coffee production in the crop year that ended in March 
1976 was slightly lower than in the preceding year, but 
the current crop appears to be the largest ever, and it 
comes at a time when prices are high. Accordingly, for 
the calendar year 1976 the volume and value of coffee 
exports are expected to rise markedly over the 1975 
totals. To make the most of the situation, the GOE in 
June 1976 liberalized its credits to coffee exporters. 


Cocoa bean production, exports and earnings are all 
markedly smaller this year than last. The export losses 
will probably be to some extent offset by increased 

export and domestic sales of cocoa products, an industry 
that continues to grow rapidly in Ecuador, providing some 
employment but at the expense of diverting cocoa bean 
supplies away from export sales and thus reducing the GOE's 
take of export taxes on cocoa beans. 





Sugar harvested during the crop year that ended in April 
1976 totalled notably more than during the previous crop 
year, and export volume and earnings are expected to be 

substantially higher in calendar year 1976 than in 1975. 


Ecuador will realize its second year of bumper rice 
production, and surpluses are available for export, but 
export markets are hard to find because of high world 
production. The GOE and growers are having problems 
finding storage space for the large supply because of 
the severe shortage of silos and other facilities. 
Additional facilities are to be built both under and 
outside GOE programs but these will not be in place 

for at least another year. 


The harvest of products from the sea--various kinds of 
fish and crustaceans--is expected to continue to be a 
growing money-earner in 1976. 


4. Imports: The import curbs imposed by the GOE in 
a ee 1975 have been proving effective in 
restraining imports of "non-essential" items, and the 
overall value of imports through the first half of 1976 
has been below that of the same period of 1975--in sharp 
contrast with phenomenal increases in imports in recent 
years. Moreover, import licenses issued through the end 
of May 1976 totalled considerably less in value than 
issuances during the same period of 1975, guaranteeing 
that the downtrend will hold for some months to come (at 
least for imports that require licenses--some for the 
public sector are license-free). 


However, the GOE has gradually been freeing certain items 
from the curbs (e.g., items imported in exchange for 
bananas, or for certain developmental works), and, with 
continuing price inflation for imported goods, Ecuador's 
payments for imports in 1976 may yet prove greater than 





in 1975. Nevertheless, so far the import curbs have 
essentially accomplished their purpose, and they seem 
likely to remain in effect and effective through the 
remainder of 1976. 


5. Balance of Payments: With oil exports at much 
steadier and more rewarding levels than last year, and 
with imports down after years of sharp increases, 
Ecuador's balance of payments has moved out of the red 
in 1975 into the satisfyingly black during the first 
half of 1976. In fact, by the end of June 1976 the GOE's 
gold and foreign exchange reserves had risen to $304 
million equivalent, surprisingly much higher than GOE 
officials had forecast at the start of the year. The 
official forecast currently is for a more moderate 
increase during the second half of the year, to a total 
of nearly $318 million by endyear. 


No reliable data are as yet available on capital flows 
during 1976, but indications are that net inflows in the 
capital account will be appreciably greater this year than 
last, with a larger volume of official borrowing and 
probably also of foreign private investment. 


6. Money, Credit and Inflation: The money supply grew 
by an unproblematical 16 percent in 1975, and the GOE 


authorities have declared a goal of keeping it to 15 
percent in 1976. 


The volume of credits from the banking system has been 
significantly liberalized in recent months for most 
sectors, except the private commercial sector for which 
credits remain tight in order to restrain imports. 


The expansion of credits apparently was decided upon by 
the GOE authorities because of their success in checking 
inflation. In 1975 the rate of price inflation decelerated 





by almost half from the previous year to less than 15 
percent, and so far in 1976 it has decelerated further 
to only 8 percent, a rate which the GOE believes can be 
sustained throughout the year even with the expansion of 
credits. 


7.  Public-Sector Budgets: The Government's central 
budget for calendar year 1976 has been in a slight 
deficit position during the first half of the year, and 
the deficit for the year as a whole is expected to be on 
the order of roughly $20 million as compared with total 
expenditures projected at about $695 million equivalent. 
The deficit is not considered worrisome, and in part it 
reflects stepped-up developmental activity by the GOE. 
Developmental expenditures by FONADE, the Governmental 
agency which has a separate budget financed mainly out of 
oil export earnings, are expected to be much higher in 
1976 than last year. 


For 1977 the GOE is preliminarily planning a budget 
about 10 percent higher than the 1976 total. This would 
be the lowest percentage increase in many years, but 
indications are that the developmental component will be 
up well more than 10 percent. 


The GOE's credit reputation among international lending 
institutions appears to be quite favorable, and the IBRD 
and IDB among others have been actively lending to 
Ecuador. In June the GOE began a flotation of $25 million 
worth of bonds in the Venezuelan market. The GOE has 
announced that it will be receiving a $47 million loan 
from its fellow OPEC member, Saudi Arabia, for a major 
electric power project. In part because of the favorable 
prospects for official loans, the GOE in early 1976 

ceased its negotiations with a consortium of private U.S. 
banks for a loan that was to have totalled some $90 million. 





IMPLICATIONS FOR THE UNITED STATES 


1. U.S. Exports: The prospective slight growth in 
Ecuador's imports this year, or perhaps even a decline 
from last year's level, will not affect U.S. exports of 
capital goods, raw materials and construction materials, 
which are largely exempted from the current import 

curbs. The pinch is bound to be felt mainly in exports of 
consumer goods. While U.S. overall exports to Ecuador 

are being to some extent adversely affected by the GOE's 
import curbs, the U.S. share of the market nevertheless is 
believed to be holding its own and possibly increasing 
Slightly. Since the curbs will be lifted sooner or later-- 
probably around early 1977, if Ecuador's export earnings 
continue to prove satisfactory till then--U.S. suppliers 
will be well advised to continue to keep an eye on the 
Ecuadorean market. When the curbs are lifted there is 
bound to be a quite sharp increase in imports. 


Meanwhile, in the face of the curbs and the GOE's credit 
Squeeze on Ecuadorean importers, U.S. exporters will 

find it necessary and worthwhile to offer relatively 
generous financing to their Ecuadorean customers. 
Ecuadorean purchasers are tending to buy from the supplier 
who offers the best payment terms rather than the 

supplier who offers the best price. 


2. U.S. Investments: An impressive number of new 
investment projects, mainly in the public sector, are 
well along in the planning stage, and the GOE and other 
Ecuadorean parties will be requiring huge amounts of 
foreign private investment for these. 


The petrochemicals sector appears to offer perhaps the 
largest opportunities for investment in the next several 
years, as the GOE proceeds with its plans for development 
of a petrochemicals complex based on the Andean Pact's 
assignments to Ecuador in this sector. 





The GOE's attitude towards foreign private investment is 
favorable. During the past year the GOE has cut some of 
the red tape involved in the investment process and has 
sought in other ways to make foreign private investment 
in Ecuador easier and more worthwhile. The restrictions 
imposed under Decision 24 of the Andean Pact continue to 
dampen foreign investors’ enthusiasm for projects in 
Ecuador, but in the current debate on this topic: among 
the Pact members Ecuador has indicated it favors libera- 
lization of Decision 24. In any case, while the GOE has 
reaffirmed that it will abide by its obligations under 
the Pact whether or not the Decision is liberalized, 

the GOE can be expected to afford to foreign investors 
the maximum possible liberal interpretation of the 
Decision. 
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